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This report examines the existence of Holiday Effect in the Hong Kong stock 
market. During the period of 20 years from 1st January 1975 to 3rd January 1995. 
Both parametric and non-parametric tests give consistent results that the daily returns 
for those trading days prior to holidays are found to be significantly and consistently 
higher than other trading days. 
Among the thirteen holidays studied, the pre-holiday returns for the Lunar 
New Year, Easter and Christmas holiday are significantly higher than other holidays. 
Although these three holidays have a common characteristics of relatively longer 
holiday (three or more days) when compare with other holidays, the result from the 
ANOVA analysis cannot conclude any relationship between the length of holiday and 
the market return. 
The report also investigate the possibility that the holiday effect is a 
manifestation of other market anomalies such as the "January Effect" and the 
"Weekend Effect". And we find that the holiday effect is independent of all these 
calendar anomalies. 
By separating the data into two sub-periods, we can prove that the holiday 
effect exists throughout the whole twenty-year period. 
''：•. r. . . . . . . 、 
• • • 111 





We would like to thank Dr. Daniel W. W. Cheung for being our project 
f 
advisor. Through his helpful guidance and valuable comments, we can complete the 
project in the smoothest manner. 
t 
\ .. 1 
t 
IV 






TABLE OF CONTENTS iv 
LIST OF FIGURES.. vi 
LIST OF TABLES vii 
CHAPTER I. INTRODUCTION 1 
PRE-HOLIDAY EFFECT 1 
HONG KONG SITUATION 2 
OBJECTIVES OF THE RESEARCH 3 
OUTLINE OF THE REPORT 3 
CHAPTER II. LITERATURE REVIEW 4 
LITERATURE ON HOLIDAY EFFECT 4 
Possible Explanations for the "Holiday Effect" 7 
LITERATURE REVIEW ON OTHER ANOMALIES 10 
"January Effect: 10 
"Firm Size Effect" 12 
"Weekend Effect" and ”Monday Effect，, 14 
"Monthly Effect" 15 
LITERATURE ON HONG KONG MARKET'S ANOMALIES 16 
CHAPTER III. DATA AND METHODOLOGY 18 
DATA •…: 18 
HOLIDAY SELECTION 19 
• DATA SOURCE 19 
METHODOLOGY 2 0 
PROCEDURE OF ANALYSIS 21 
General Effect Before Holidays 21 
General Effect After Holidays 22 
Individual Holiday Effect 22 
Length of Holiday vs. Market Performance 25 
THEORETICAL FRAMEWORK 26 
Student's t Test For Two Separated Samples 27 




CHAPTER IV. RESULT 33 
GENERAL PRE-HOLIDAY EFFECT 3 3 
GENERAL POST-HOLIDAY EFFECT 3 5 
INDIVIDUAL HOLIDAY EFFECT 3 6 
The Pre-Holiday Effect Of Individual Holiday 37 
Returns On Pre-Holiday Trading Day vs. Returns On Three Days 
Before Holiday S9 
The Post-Holiday Effect Of Individual Holiday 40 
Christmas-New Year Holiday Effect. 41 
THE RELATIONSHIP BETWEEN LENGTH OF HOLIDAY A N D MARKET 
PERFORMANCE 4 2 
CHAPTER V. FURTHER ANALYSIS OF RESULT 44 
Is THE "PRE-HOLIDAY EFFECT" A MANIFESTATION OF OTHER ANOMALIES ？ ....45 
Not A "January Effect" 45 
Not a •，Week-End Effect" 48 
EXISTENCE OF THE EFFECT ACROSS THE WHOLE TEST PERIOD 51 
CHAPTER VI. CONCLUSION 53 
APPENDIX I. LIST OF GENERAL HOLIDAYS IN HONG KONG 55 
APPENDIX II. LENGTH OF HOLIDAY VS. MARKET RETURN 56 
APPENDIX III. CONSTITUENT STOCKS OF HANG SENG INDEX 58 
BIBLIOGRAPHY 59 
. k • -
• V> ‘ -
I 
‘ • • . . 
r " '； . ' '1 ‘ ‘ 
v i 
L I S T O F F I G U R E S 
FIGURE 1 RETURNS AROUND HOLIDAYS 33 
FIGURE 2 MARKET RETURNS A ROUND INDIVIDUAL HOLIDAYS 3 6 
, ‘ . 





LIST OF TABLES 
TABLE 1 GENERAL PRE-HOLIDAY EFFECT 3 4 
TABLE 2 GENERAL POST-HOLIDAY EFFECT. 35 
TABLE 3 STUDENT'S T TEST OF THE PRE-HOLIDA Y RETURN OF INDIVIDUAL HOLIDAYS.... 3 7 
TABLE 4 WILCOXONSIGNED-RANK TEST OF PRE-HOLIDAYRETURNS FOR ALL INDIVIDUAL 
HOLIDAYS 3 8 
TABLE 5 STUDENT'S T TEST 3 9 
TABLE 6 WILCOXON SIGNED-RANK TEST 3 9 
TABLE 7 STUDENT'S T TEST 4 0 
TABLE 8 WILCOXON SIGNED-RANK TEST 4 0 
TABLE 9 CHRISTMAS - NEW YEAR PERIOD RETURN 41 
TABLE 10 ANOVA - RELATIONSHIP BETWEEN LENGTH OF HOLIDAY AND MARKET 
PERFORMANCE 4 3 
TABLE 11PRE-HOLIDAY EFFECT (EXCLUDING PRE-NEW YEAR RETURNS) 4 6 
TABLE \2PRE-HOLIDAY EFFECT (EXCLUDING PRE-CHRISTMAS RETURNS) 4 7 
TABLE 13 PRE-HOLIDAY EFFECT (EXCLUDING BOTH PRE-CHRISTMAS AND PRE-NEW YEAR 
RETURNS) 4 7 
TABLE 14 DETAILED DAY-OF-THE-WEEK DISTRIBUTION OF THE "FIRST" DAY OF ALL HONG 
KONG HOLIDAYS 4 8 
TABLE 15 SUMMARY OF THE DAY-OF-THE-WEEK DISTRIBUTION OF THE "FIRST" DAY OF 
ALL HONG KONG HOLIDAYS 4 9 
TABLE 16 PRE-HOLIDAY EFFECT (EXCLUDING ALL FRIDAY RETURNS) 5 0 
TABLE 17 PRE-HOLIDA Y EFFECT FOR THE PERIOD JANUARY 1，75 - JANUARY 15, 85 • .…51 
TABLE 18 PRE-HOLIDAY EFFECT FOR THE PERIOD JANUARY 16,85 - JANUARYS, 95 •••... 51 
TABLE 19 POST-HOLIDAY EFFECT FOR THE PERIOD JANUARY 1, 75 - JANUARY 15’ 85"" 5 2 
TABLE 2 0 POST-HOLIDA YEFFECT FOR THE PERIOD JANUARY 16, 85 - JANUARY 3, 95.... 5 2 
‘ ‘ 
• . 、 、 . . . . . . . 
• . i . 
‘ … > . 
• ‘ .“ , 




In an efficient market, stocks are rationally and competitively priced and that 
the share prices should fully reflect all the information available. However, the 
evidence of increasing number of anomalies in the U.S. stock markets has caused 
some investors and researchers to suspect the validity of the efficient market 
hypothesis. 
One of the best well known anomaly is the "January Effect" in the U.S. market 
that the return of small stocks are higher, on average, in January than in other months 
of a year (Rozeff and Kinney 1976). Many other anomalies such as "Day-Of-The-
Week Effect", "Week-End Effect" and "Monthly Effect" have been reported by many 
researchers. In 1990, Robert A. Ariel has reported that there is a "Pre-Holiday Effect" 
in the U.S. stock market. 
Pre-Holiday Effect 
Ariel (1990) reports that on the trading day prior to holidays, stocks advance 




fourteen times the mean return for the remaining days of the year. Over one third of 
the total return accruing to the market portfolio over the 1963-1982 period (in U.S.) 
was earned on the eight trading days which each year fall before holiday market 
closings. Examination of hourly pre-holiday stock returns reveals high returns 
throughout the day. 
Many other researches concerning the seasonality of the stock markets also 
reveal a significant effect of holidays on the stock market which cannot be explained 
by the efficient market hypothesis. 
Hong Kong Situation 
Hong Kong is a place where the culture from the east and the west meet. 
Therefore, we have eastern holidays such as Lunar New Year, Ching Ming Festival, 
‘ Mid-autumn Festival as well as western holidays such as New Year Holiday (1st 
January), Easter Holiday and Christmas Holiday. Each of these holidays will have 
different degree of impact on the behavior of different investors which in turns may 
affect the performance of the stock market. For example, the Lunar New Year is a 
very important festival to the Chinese but not to the foreigners. 
Due to the difference between the Chinese and the foreigners in interpreting 





Objectives of The Research 
The objective of this report is to study the existence of any "Holiday Effect" in 
Hong Kong and more specifically to identify any particular holiday which has 
significant effect on the stock market. 
On the other hand, the result of the Hong Kong market will be compared with 
the findings in other countries. Finally, possible explanations and implications of the 
results will be discussed. 
Outline of The Report 
This paper is organized in six chapters. In Chapter II，the literature concerning 
the study of "Holiday Effect" and other market anomalies are reviewed. In Chapter 
III，the data and methodology of this research are outlined. In Chapter IV, the results 
ofthe study are presented. Chapter V carries the discussion and analysis of the results 
and Chapter VI contains a summary and conclusion of the research. 






Literature on Holiday Effect 
Abnormal pre-holiday returns on U.S. stocks have been documented by 
finance practitioners for a long period of time. In an examination of the frequency of 
Dow Jones Industrial Average advances on days surrounding weekends during the 
1901 to 1932 period, Fields (1934) finds a disproportionate frequency of advance on 
trading days preceding long holiday weekends. Merill (1966) finds a disproportionate 
frequency of Dow Jones Industrial Average advances on days preceding holidays 
during the 1897 to 1965 period, and Fosback (1976) has noted high pre-holiday 
returns in S&P 500 index returns. The reports from Ariel (1990) further reveal the 
significance of the pre-holiday effect. He finds that on the trading day prior to 
holiday, a high mean returns averaging nine to fourteen times the mean for the 
remaining days of the year. Over one third of the total return accruing to the market 
portfolio over the 1963-1982 period was earned on the eight trading days which each 
year fall before holiday market closings. 
Instead of studying the pattern of pre-holiday returns, French (1980) compares 
the return for the days following holidays (post-holiday returns) with the returns for 
periods which do not include holidays. No significant post-holiday returns can be ‘ '.� 
t 
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found and only Tuesday's average holiday return was lower than its average non-
holiday return. 
The existence of other market seasonalities and anomalies has caused some 
finance practitioners to investigate the relationship between the pre-holiday effect and 
these anomalies. Roll (1983a) finds that five trading days with the largest difference 
between an equally weighted and value-weighted index occur on the last trading day 
of the year and the first four trading days of January. Two of these five trading days 
are holiday trading days and Roll suggests a possible link between the holiday effect 
and the "Firm Size Effect". However, Lakonishok and Smidt (1984) note that prices 
rise in all deciles (of market capitalization) on the last trading day before Christmas 
and Kim and Park (1994) report that the holiday effect is more pronounced for stocks 
of large firms than small firms. We can see that the results from different researchers 
are very inconsistent and no definite conclusion about the relationship between the 
"Weekend Effect" and the holiday effect can be drawn. 
Relationship between the "Weekend Effect" and the holiday effect is another 
hot topic which has caught the attentions of many researchers. Lakonishok and Smidt 
(1988) shows that pre-holiday returns are generally two to five times greater than pre-
weekend returns and Pettengill (1989) reports returns for trading days immediately 
before holiday closings (pre-holiday trading days) are unusually high regardless of 
weekday, year or holiday closing. Moreover, Pettengill finds returns for trading days 
following holiday closings are high only if they occur at the end of the week which 
• S ‘ 
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may be a manifestation of the "Weekend Effect". Both Roll and Pettengill's findings 
suggest that the high pre-holiday returns are independent of the "Weekend Effect". 
Even though many researches have confirmed the existence and significance 
of the pre-holiday effect, no concrete or satisfactory conclusion about the cause of 
such anomaly can be drawn because there exists many ambiguous external factors in 
the stock market which may also affect the market performance. In order to bypass 
these ambiguous factors, Fabozzi, MA and Briley (1994) use futures contracts instead 
of stocks as a testing instrument because they believe that futures can give a more 
clear picture about the holiday effect as many ambiguous factors affecting the stocks' 
performance can be eliminated automatically. For example, as futures trades are 
settled on the same day and the settlement is marked to the market, the delayed 
settlement procedure hypothesis becomes irrelevant in explaining futures prices 
seasonality. They find significantly higher pre-holiday returns in futures contracts 
compared to non-holiday returns and they conclude that the magnitude of excess 
holiday returns is the largest among all seasonal variations. 
Most of the previous studies are focusing on one particular exchange or one 
particular country. To have a better understanding about the pre-holiday effect, it is 
necessary to investigate the anomaly from a more global perspective. Kim and Park 
(1994) find abnormally high returns on the trading day before holidays in all three of 
the major stock markets in the U.S.: they are NYSE, AMEX and NASDAQ. They 
also find that the holiday effect also present in the U.K. and Japanese stock markets, 
even though each country has different holidays and institutional arrangements. They 
7 
conclude that the holiday effect exists in the U.K. and Japanese markets are 
independent of the U.S. market. 
The report from Agrawal (1994) has adopted a more globalized approach. 
Agrawal conducted a study on the market anomalies in eighteen countries (includes 
U.S., European country and some major Asian economies) and finds large December 
pre-holiday and inter-holiday returns for many countries. Agrawal partition the 
second half of December into three intervals: the pre-Christmas period, the inter-
holiday period and the pre-holiday period. He finds pre-Christmas returns to be 
positive and significant in seven countries, the inter-holiday returns are large and 
significantly positive in most countries and the pre-holiday returns is large and 
significantly positive in eleven of the eighteen countries. These return are much 
higher than the average daily return and the two-day pre-holiday return represents 
over 70% of the average monthly return in eight countries. The existence and 
significance of the holiday effect in other countries have further confirmed the value 
of studying this market anomaly. 
Possible Explanations for the "Holiday Effect" 
The literature concerning the explanation of the holiday effect can be classified 
into two main categories. The first category focuses on the investors' behavior and 
. X 
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psychology before holidays while the second category focuses on the formulation of 
some hypothesis to simulate the markets' behavior before and during the holidays. 
One ofthe popular explanation for the holiday effect which concern about the 
investors' behavior is "risk reduction". Lakonishok and Levi (1982) suggests that the 
holiday effect can be a result of the "Inventory Adjusted Process". Since the loss 
potential of a short position is more than that of a long position, traders may be 
reluctant to take short positions prior to a non-trading period. This would suggest a 
less selling pressure prior to a holiday, leading to a positive pre-holiday return and 
lower trading volume. Ariel (1990) also suggests that one possible explanation for the 
pre-holiday strength may due to the "lore of the street", attributes pre-holiday strength 
to covering by short-sellers who desire to close their alleged very risky short positions 
in advance of holidays. 
Other studies concerning the investors' psychology have been conducted. 
Deldin, Levin, and Irwin (1986) show psychological and physiological differences in 
subjects that vary by day of the week, and good moods may be responsible for higher 
Friday returns. Thus, it could be a�logical extension that holidays may produce 
similar favorable results. With similar argument, Ritter (1988) and Harris and Gurel 
(1986) suggest that stock seasonal can be induced by specific clienteles' investment 
decisions suggests the possibility that there may exist some clientele which 
preferentially buys (or avoids selling) on pre-holidays. 
.v> ‘ » 
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As mentioned above, the second category of explanations always tries to 
formulation some hypothesis to simulation the markets' behaviors. Pettengill (1989) 
reports that the "Time Diffusion Hypothesis" developed by French (1980) and the 
"Closing Effect Hypothesis" cannot explain the high pre-holiday returns. Pettengill 
test the "Time Diffusion Hypothesis" by compares post-holiday returns for a 
particular weekday with the accumulated corresponding two-day return expected 
under the time diffusion hypothesis and the results are inconsistent with the 
hypothesis. For the "Closing Effect Hypothesis", Pettengill compares the returns on 
those holidays associated with market closings and those holidays without market 
closings. The result is again inconsistent with the "Closing Effect Hypothesis". 
Another research from Keim (1989) suggests that systematic patterns in 
investor buying and selling behavior explain the unusually high returns observed on 
the trading days prior to holidays. He finds a systematic shift between bid and ask 
prices. Keim reports that the closing prices two day before the holidays tend to be 
recorded at the bid while closing prices on the trading day before the holidays are 
recorded at the ask. These systematic patterns would produce high returns observed 
on the trading prior to holidays and Frank, MA and Briley (1994) also report findings 
consistent with Keim's hypothesis. However, Ariel (1990) fails to observe any 
significant bid ask effects around holidays by using thirty actively traded stocks on the 
exchanges. 
The explanation for the holiday effect is a very controversial issue. Different 
studies with different methodologies and assumptions may result in different 
K 
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conclusions. No consensus can be found and it is not rare to see contradicting 
arguments. For example, Kim and Park (1994) point out that the holiday effect cannot 
be contributed by some factors which previous studies has suggested such as trading 
methods, clearing mechanism, settlement procedures and bid-ask spreads. 
Literature Review on Other Anomalies 
Since holidays always fall on a particular day, a particular day-of-week or in a 
particular month, it is necessary to take the existence of other seasonalities or 
anomalies in the stock markets into consideration. Therefore, the literature 
concerning other market anomalies may be able to provide some insights about the 
"Holiday Effect". 
"January Effect" 
"January Effect" refers to the phenomena that January stock returns are, on 
average, higher than in other months and it is the anomaly which caught the attentions 
of many researchers as early as Wachtel (1942). 
Rozeff and Kinney (1976) find the existence of seasonality in monthly rates of 
return on the New York Stock Exchange from 1904-1974. With the exception of the 
1929-1940 period, there are statistically significant differences in mean returns among 
months due primarily to large January returns. Dispersion measures reveal no ‘ .� 
I 
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consistent seasonal patterns and the characteristic exponent seems invariant among 
months. Keim (1983),reports similar result that daily abnormal return distributions in 
January have large means relative to the remaining eleven months and more than fifty 
percent of the January premium is attributable to large abnormal returns during the 
first week of trading in the year, particularly on the first trading day. Moreover, Keim 
finds that the relation between abnormal returns and size is always negative and more 
pronounced in risk-adjusted returns for the small firms. And Keim's findings about 
the relationship between the "January Effect" and the "Firm Size Effect" have been 
confirmed by many other studies. 
The "January Effect" is not an anomaly specific to the U.S. market. Gultekin 
(1983) examines empirically stock market seasonality in major industrialized 
countries. Gultekin finds strong seasonality in the stock market return distributions in 
most of the capital markets around the world. He reports that if the seasonality exists, 
it appears to be caused by the disproportionately large January returns in most 
countries and April returns in the U.K. With the exception of Australia, these months 
also coincide with the turn of the tax year. Another report from Kato and Schallheim 
(1985) shows that "January Effect" and "Size Effect" appear to present in the Japanese 
Market. However, the anomalies are sensitive to the type of market index (value-
weighted or equally-weighted) used in the analysis. One of the most interesting 
findings is the remarkable similarity between the U.S. and Japanese stock markets in 
terms of these anomalies. 
� 
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"Firm Size Effect" 
y 
"Firm Size Effect" refers to the relation between the stock return of a firm and 
the total market value of its common equity. Evidence has shown that shares of small 
firms (those with a low total market value of common stock) produce consistently 
larger average returns than the shares of large firms, even after being adjusted for 
differences in estimated risk. 
Banz (1981) examines the empirical relationship between the return and the 
total market value of New York Stock Exchange common stocks and finds that in 
1963-1975 period, the common stock of small firms had, on average, higher risk-
adjusted returns than the common stock of large firms. Similar results from 
Reiganum (1981) shows that portfolios based on firm size or E/P ratio earn abnormal 
returns for about two years. He also finds that a strong "Firm Size Effect" still occurs 
after controlling returns for E/P effect but E/P effect vanishes after controlling returns 
for market value effect. Hence, Reinganum concludes that "Firm Size Effect" 
subsumes the effect of E/P ratio, which is documented by Basu (1977) and shows a 
positive relation between risk-adjusted returns and E/P ratios of common stocks. 
As mentioned in previous section, the "Firm Size Effect" is closely correlated 
with the "January Effect". Keim (1983) reports that small firm returns during January 
are significantly higher than large firm returns and that approximately 50 percent of 
the size effect appears in January. In particular, nearly fifty percent of the average 
magnitude of the "Firm Size Effect" over the period 1963-1979 is due to January 
13 
abnormal returns. Givoly and Ovadia (1983)，Reinganum (1983) and Roll (1983) also 
report similar relationship between the "Firm Size Effect" and the "January Effect". 
‘ -� � 
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"Weekend Effect" and "Monday Effect" 
"Weekend Effect" refers to the consistent high returns on Fridays induced by 
the weekends while ”Monday Effect" refers to the consistent negative returns on 
Mondays. Since the two market anomalies are quite similar and closely related, they 
are grouped together and discussed in this section. 
In order to explain the consistent negative market returns on Mondays, French 
(1980) examines two alternative models of the process generating stock returns. 
Under the "Calendar Time Hypothesis", the process operates continuously and the 
expected return for Monday is three times the expected return for other days of the 
week. Under the "Trading Time Hypothesis", returns are generated only during active 
trading and the expected return is the same for each day of the week. He finds that the 
average for Monday was significantly negative during the period studied from 1953 
through 1977. French further examine the cause of the "Monday Effect" and reports 
that the negative returns for Monday are caused by some "Weekend Effect", rather 
than by a general "Closed-market Effect". However, Rogalski (1984) finds that most 
of the negative returns from the closing price on Friday, to the closing price on 
Monday, occur while the market is closed over the weekend. And he argues that it is 
impossible to tell whether the negative return is due to the weekend or the fact that the 
market is closed because the market is always closed on weekends. Smirlock and 
Starks (1986) further confirm the return pattern and reports aside from positive first-
� 
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hour returns, hourly returns on Mondays are negative and lower than their 
counterparts on other trading days. 
Again, the "Weekend Effect" and "Monday Effect" is not specific to the U.S. 
market. Jaffe and Westerfield (1985) find similar "Monday Effect" exists in Canada 
and U.K. but find Tuesday returns to be negative and lower than Mondays in Australia 
and Japan. Jaffe and Westerfield's findings may imply the existence of a day-of-the-
week effect such that the return patterns are related to the day-of-the-week. 
"Monthly Effect" 
"Monthly Effect" is some times called the "Tum-of-the-Month Effect". It 
refers to the phenomena that the market returns tend to go up on the trading days 
around the tum-of-the-month (for example, the period consists of the last two trading 
days in January and the first 4 trading days in February). 
Fosback (1976) reports that stocks have a marked tendency to rise during the 
first four days of every month and on the last day of every month. Put together, this 
continuous span of five trading days constitutes the "Month-End" component. A 
consistent results has been reported by Ariel (1986). Ariel reports the mean return for 
stocks is positive only for days immediately before and during the first half of 
calendar months, and indistinguishable from zero for days during the last half of the 
months. Moreover, he argues that the variation between high and low return days of 
t 
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the month induced by the monthly effect is of roughly the same order of magnitude as 
the variation between high and low return days of the week reflected in the well-
known weekend effect. 
Literature on Hong Kong Market�Anomalies 
Most of the studies of market anomalies are focusing on the U.S. stock market 
while the Hong Kong stock market does not catch much attention from the 
researchers. Until recently, some papers concerning Hong Kong's market anomalies 
are published. 
Mok (1992) investigates the "Firm Size Effect" in the Hong Kong stock 
market for the period from 1988 to 1991 and its relationship to return seasonality. 
Mok finds that the Hong Kong stock market has a reverse firm size effect. Smaller 
firms under perform larger firms and generate significantly negative excess returns 
even after adjusting for risk and infrequent trading and the result contradicts with the 
findings from most parts of the world. However, Mok reports no seasonality is 
observed in the Hong Kong stock market. 
- Another report concerning Hong Kong's market anomalies is by Agrawal 
(1994). Agrawal examines five seasonal patterns in the stock markets of eighteen 
countries including Hong Kong. First of all, Agrawal reports that Hong Kong market 
has a significant strong negative return on Tuesday rather than on Monday. Secondly, 
no "Monthly Effect" exists in Hong Kong. Thirdly, a significant strong positive 




October. The report finds that existence of anomalies is not consistent for all the 
countries and there is no one single argument which can fit the findings in all the 
countries. 
-n 




DATA AND METHODOLOGY 
Data 
The performance of pre- and post-holiday days and non-holiday days are 
included to investigate the holiday effect. Hang Seng Index is chosen to be the 
market indicator of the market performance in this research project. Hang Seng Index 
comprises the information and performance of 35 most active Hong Kong stocks (see 
Appendix III), which account for more than 70% of capitalization of the Hong Kong 
stock market. Hang Seng Index is a value-weighted index for the 33 stocks according 
to the market capitalization. The performance of these stocks is hence able to give a 
general picture of the market's overall performance. The performance is then 
represented by Hang Seng Index's daily return, which is chosen to be the raw data for 
this project. 
The period of study is from 1st January 1975 to 3rd January 1995. The exact 
date of individual holidays are obtained from the Hong Kong Government Gazette. 
The dates are matched with Hang Seng Index's daily returns to separate out the values 






The length of different holidays ranges from 1 to 5 days. All holidays are set 
by the Hong Kong government. For those Saturdays and Sundays which fall adjacent 
to a particular holiday, they are regarded as that particular holiday too. During all the 
selected public holidays, the stock market is closed and hence there is no trading 
activities. Appendix I presents the list of all selected holidays. 
Data Source 
The daily returns, R, of Hang Seng Index HSI are calculated by the following 
equation, 
R =搬搬/-I (1) 
丨 而 
where R, is the daily return of Hang Seng Index on trading day t 
HSI, is the Hang Seng Index value on trading day t 
HSI卜lis the Hang Seng Index value on one trading day before trading day t 
The historical value of the Hang Seng Index come from two main sources. A 




Hang Seng Index values for the period from 1975 to 1992. From 1993 onwards, the 
data is obtained from the South China Morning Post. 
Methodology 
The whole quantitative analysis part is divided into four major sections. First 
of all, the general holiday effect is examined and the method used is similar to that 
used by Ariel (1990). Ariel finds that there is a significant higher pre-holiday return in 
the US market. For this project, the similar methodology is applied to both the pre-
holiday and post-holiday returns to investigate the performance of the market before 
and after holidays. 
Afterwards, individual holidays are further investigated. The focus of this part 
is to find out whether the holiday effect comes from any particular holidays. The pre-
holiday and post-holiday returns for individual holiday are investigated separately. 
The examination of the pre-holiday returns will also try to analyze whether people 
response to the coming holiday in advance or just right before the holiday. Then the 
post-holiday returns are examined to see whether people react abnormally 
immediately after the holidays. 
Since the Christmas holiday lies very close to the New Year holiday, it is very 
interesting to examine whether the effect from these two holidays will mix together. It 
is also possible that the holiday effect from both holidays may mix with the January 
I 
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effect too. Therefore there is an analysis especially for the period from pre-Christmas 
to post-New Year. 
The length of holiday is different for different holidays in different years. The 
research will also verify the relationship between the length of holiday and the 
significance of holiday effect. 
Procedure of Analysis 
General Effect Before Holidays 
To study the "General Effect Before Holidays" the data for the study period 
are separated into two samples: i) daily returns of pre-holiday trading days and ii) 
daily returns of other non-holiday trading days. The sample means of the two samples 
are compared. The null hypothesis for this comparison is HQ: \II = \I2 (there is no 
difference between the two sample means). The alternative hypothesis is H^: jii; > |i2 




General Effect After Holidays 
To study the ”General Effect After Holidays" the data for the study period are 
separated into two samples: i) daily returns of post-holiday trading days and ii) daily 
returns of other non-holiday trading days. The sample means of the two samples are 
compared. The null hypothesis for this comparison is HQ: \X.I = |X2 (there is no 
difference between the two sample means). The alternative hypothesis is Hj^: \ii > 
(the mean for post-holiday returns is greater than that of non-holiday). 
Individual Holiday Effect 
In this section, the pre-holiday and post-holiday returns for each individual 
holiday are examined. The purpose for this analysis is to investigate whether there is 
any particular holiday which dominates for the holiday effect in the stock market. 
The Pre-holidav Effect 
of Individual Holiday 
In this section, the pre-holiday returns of all the individual holidays are 
investigated. Such an analysis can give a more detailed breakdown of the structure of 
the holiday effect. 
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First of all, the returns one day before each holiday are tested by Student's t 
Test as well as Wilcoxon Signed-Rank Test. The null hypothesis is HQ：叫=0 (the 
average return for holiday I tends to be zero) versus H^: [ij > 0 (the average return 
for holiday I tends to be positive) or \ii < 0 (the average return for holiday I tends 
to be negative) The purpose of this test is to examine how the market reacts just right 
before the holidays. 
Returns on Pre-Holidav Trading Day vs. 
Returns on Three Days Before Holiday 
In this section, the daily returns of the three trading days before each particular 
holiday are investigated. The purpose of this analysis is to verify the hypothesis that 
the holiday effect may begin several days before the holiday and the reasons for 
choosing a three-day period is to avoid the overlapping of holidays. The variable D/ 
used for analysis is calculated by equation (2): 
= (2) 
where R i j is the HSI return one day before holiday / 
Rl is the HSI return two days before holiday I 
Rl f_2 is the HSI return three days before holiday I � ‘ 
\ 
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The D/s for a particular holiday are analyzed by using Student's t test and 
Wilcoxon Signed-Rank test. The null hypothesis is HQ: DJ = 0 (there is no gradual 
abnormal performance before the particular holiday). There can be two alternatives: i) 
Hji： Di> 0 (there is a gradual rise before the holiday) and ii) H义.Di< 0 (there is a 
gradual drop before the holiday) 
The Post-holidav Effect 
of Individual Holiday 
To investigate whether the market will turn around immediately after the 
holiday, the difference between pre-holiday and post-holiday return is examined. The 
variable D/ used is calculated as shown in equation (3). 
D丨=R_-Rpre � 
where Z)/ is the difference between the return before and after a particular holiday I 
Rpre is the return on the trading day right before the start of holiday I 
Rpost is the return on the trading day right after the holiday I 
The D/s for a particular holiday are analyzed by using Student's t Test and the 
Wilcoxon Signed-Rank Test. The null hypothesis is HQ： DF = 0 (there is no 
difference in return between before and after the holiday). There are also two 
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alternatives: i) Hj: Di> 0 (the post-holiday return is greater than pre-holiday return) 
and ii) H丄 D i < 0 (the post-holiday return is smaller than post-holiday return). 
Christmas-New Year 
Holiday Effect 
Since Christmas holiday lies very close to New Year holiday, the holiday 
effect from both holidays and the "January Effect" may mix together. Therefore a 
special investigation is performed for the period two days before Christmas holiday to 
two days after New Year holiday. The period is partitioned into four intervals: two 
trading days before Christmas, the first trading day till two days before New Year, 
two trading days before New Year and two trading days after New Year. The yearly 
average return for each partition is calculated. These average returns are then tested by 
the Student's t Test and the Wilconxin Signed-Rank Test. The null hypothesis is HQ： 
=0 (the mean return for the particular interval equals to zero) while Hj: p > 0 (the 
alternative hypothesis is the mean return for the particular interval is greater than 
zero). 
Length of Holiday vs. Market Performance 
If the "Pre-Holiday Effect" is caused by the "market close", then there may 
exists an relationship between the length of the holidays and the pre-holiday returns. 
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The daily returns are categorized according to the length of holiday and the technique 
of ANOVA is used to，test whether there is any difference in performance among 
holidays with different length. 
Theoretical Framework 
The data are analyzed by two different statistical approaches: parametric and 
non-parametric. Parametric methods require assumption of distribution of the data. 
They can give quite a good result if the assumed distribution is closed to the realistic 
one. Therefore result with a smaller variance but a greater bias can be obtained by 
using parametric methods. Non-parametric methods are trying to avoid using so many 
assumption as in parametric methods. Result with a larger variance but smaller bias 
can be obtained in this case. 
For examining the effect of individual holiday, non-parametric test such as 
Wilcoxon Signed-Rank Test are more suitable since the number of data is only twenty 
except "The First Weekday in July" and "The First Monday in August" which have 
even less data because they have been waived since 1983. It is very difficult to make 
the assumption about the distribution based on such small number of data. However, a 
parametric test Student's t Test is used at the same time for acting as a comparison 
with the Wilcoxon Signed-Rank Test. For the general effect, only Student's t Test is 
used because the sample size is much larger. The significance level for the tests are 
taken to be OJ, through the whole research. 
• , ‘ 
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Student,s t Test For Two Separated Samples 
This test is used to compare the means of two populations. The hypothesis is 
i/oijXi =^2 vs. T^iij. It is assumed that the two samples are independent. 
For small sample, more assumptions such as i) the samples are normal distribution, 
and ii) the variance of the two samples are equal, are needed. The t-statistic is 
calculated as below: 
,二 X f X ^ t (4) 
【 1 1 1 / �, & (丄+丄/2 
W h e r e � > � - D祐+ ( � - ”实 
s^  is the variance of sample 
s\ is the variance of sample2 
For large sample, according to the central limit theorem, the t-statistic can be 
replaced by the z-statistic, where 
z = 一 I 2 率 i j (5) 
. • � 
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Wilcoxon Signed Rank Test 
� 
Algorithm 
1. Form the absolute value for the data |，jz�丨，…， 
2. Rank |zi|,|z2|,...,|z„ 
3. Attach the sign of z,. to rank (|z,.|) (signed rank) 
4. Add the positive ranks, and the total is equal to T 
5. Compare T with table (T is the test statistic) 
Data 
The data consist of n' observations (xi,yi), (x2,y2)"->(^n'>yn')- It is used as a 
median test with a single sample. The absolute differences are calculated by equation 
(6). 
A| = k - ^ / l i = 1 , 2 , ( 6 ) 
Omit all pairs with a difference of zero. Let the number of remaining be 
denoted by n, n<n\ Ranks from 1 to n are assigned ascendingly to these n pairs 
according to the relative size of the absolute difference. 
• 1 -. 
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If several pairs have the absolute differences which are equal to each other, 
assign to each of these several pairs the average of the ranks that would have 
otherwise been assigned. 
Hypothesis 
Let the common median of the D/s be denoted by d. Then the hypothesis may 
be stated in three different ways, depending on whether the test is one-sided or two-
sided. 
a. one-sided 
This alternative hypothesis may be loosely stated as, "The values of the 
XjS tend to be smaller than the values of the yjs." 
b. one-sided 
This alternative hypothesis may be loosely stated as, "The values of the 
XfS tend to be larger than the values of the y/s." 
c. two-sided i 






The test statistic T equals to the sum of the ranks assigned to those pairs (xj^j) 
where YF exceeds x/. That is, let RJ be defined for each pair 0：/，少/) be defined as 
follows: 
R. = 0 if X, > 乂 (D. is negative) 
R. = the rank assigned toO, ,兄)，ifX < Y丨(D丨 is positive) 
Then the test statistic T may be written as 
T = tR丨 (7) 
/=i 
Decision Rule 
The decision rule may be expressed in three different ways, corresponding to 
the three sets of hypotheses, a，b，and c. Let Wp be the ^ h quantile obtained from the 
table. 
a. (one-sided test) Large values of T indicates that HG is false, so reject HQ 
at the level significance a if T exceeds 
b. (one-sided test) Small values of T indicates that HQ is false, so reject HQ 
at the level of significance level a if T is less than w^^ . 
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c. (two-sided test) Reject HQ at the level of significance level a if T 
exceeds wi_a/2 or if T is less than 
One-Way ANOVA 
In One-Way ANOVA, the data are categorized according to a particular factor 
into several samples. The purpose of using this technique is to examine whether there 
is variation between the sample means due to that particular factor and the hypothesis 
can be stated as follows: 
HQ\ "there is no variation H^' not HQ, 
between sample versus 
means due to a 
particular factor" 
The test statistic F is calculated as follows: 
FJL 
SI 




r is the number of samples 
is the size of a sample, i = 1, 2 , r 
Sj is the standard deviation of sample 
攻 二 ！ > , ( 〒 一 
Xi is the mean for the ith sample 
- grand total of the observations 1 • -X == = —^n.Xi 
total number of observations n 
n is the total number of observations: « � + «�+.. . + 乃/• 
By comparing the calculated F value with the critical F value found in table, 
reject HQ if F value ofthe calculated one is greater than that found in table. 




Genera� Pre-Holidav Effect 
Before undertaking any statistical testing, the average returns around holidays 
are plotted in Figure 1. One can observe that there is a significant higher return on the 
day just before holiday. 
Pre/Post Holiday Average Return 
0.6000 T 
0.5000 — — MM^MM 
0.4000 - * 
0.3000 - : : 
G 
"G 0.2000 -
5 L J 
c2 0.1000 : I 
0.0000 - P ™ * ™ ™ ! 
-3 -2 -1 0 +1 +2 +3 
-0.1000 _ J (Holiday) 
-0.2000 丄 
Days Around Holiday (Period from 1/1/1975 to 1/3/1995) 
Figure 1 Returns Around Holidays 
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To verify the observation shown in the chart, the following hypothesis is used. 
IfQ： \ii = [iji (the mean of Pre-Holiday Returns is the same that 
of Non-Holiday Returns) 
vs. Hyi： [li > \iii (the mean of Pre-Holiday Returns is greater than 
that of Non-Holiday Returns) 
Average ^ Count 1  
Pre-Holiday Return 053 I M ^ 
Non-Holiday Return 
“ Sp = 1.6609 t = 3.954 
Table 1 General Pre-Holiday Effect 
The pooled standard deviation for the two samples is calculated to be 1.6609. 
The t-statistic is hence 3.954. Having a 0.1 significant level, the critical t value is 
found from table and equal to 1.29. Since 3.954 is greater than 1.29, the null 
hypothesis is rejected in this case. This implies that in general, the holidays have some 
effect on the market performance and the average return on the trading day just before 
the holiday is greater that of other non-holiday trading days. 
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General Post-Holiday Effect 
HQ: = (the mean of Post-Holiday Returns is the same 
that of Non-Holiday Returns) 
vs. Ha: V'i > ^ii (the mean of Post-Holiday Returns is greater than 
that of Non-Holiday Returns) 
Average s.d. Count 
Post-Holiday Return cTTs l 0 5 229 
Non-Holiday Return OlO I M 
Sp = 2.0341 t = 0.3587 
Table 2 General Post-Holiday Effect 
The pooled standard deviation and t-statistic are found to be 2.034 and 0.3587 
respectively. The critical t-statistic for 0.1 significant level is 1.29 which is greater 
than 0.3587. Therefore there is not enough evidence to reject the null hypothesis. It 
means that there is on average no difference between the means of post-holiday and 
non-holiday returns. 
• : ‘ •  -
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Tfidividual Holiday Effect 
The average returns of individual holiday are plotted, and shown in Figure 2. 
For the whole studied period of 20 years, each holiday contains 20 data except holiday 
7 and 8 because these two holidays have been waived since 1983. One can see from 
the chart that for most holidays, the pre-holiday returns are higher and this is 
consistent with the "General Effect Before Holiday". 
Pre/Post Holiday Average Return of Individual Holiday 
1.5000 
1.0000 -- « 
n I . n I � 3 
I 0.0000 m I J I 
-0.5000 - ( 
-1.0000 _ y 
-1.5000 1 
Individual Holiday (Period from 1/1/1975 to 1/3/1995) 
Figure 2 Market Returns Around Individual Holidays 
• k -
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The Pre-Holiday Effect Of Individual Holiday 
The results of testing the returns on the day just before each individual holiday 
are shown in Table 3 and Table 4. 
~ 1 I 1 I 2 I 3 I 4 I 5 丨 6 I 7 I 8 I 9 I 10 I 11 I 12 
T O S ^ -0.8330 5.8981 T o ! ^ ^ 1.2600 U m -0.4293' -1.1966 '^ O^WJl -0.1762 2.4753 0.8191" 1.0085 
1.8836 0.2643 2.9187 -0.5673 1.1857 -1.2763" 0.9291 0.7482 0.6342 1.6948 -0.7007" 0.5008 
1.4237 -0.3257 0.9372 1.4979 U m 0.0728' 0.3355 'OTTOTT" 1.3935 "0.3320 -0.2100 -0.8015 
1.0383 ^^09158 0.2068 0.7490 0.0288 1.3661 2.3274 1.5167 T4044" -0.7488 "-2.8557 0.6098" 1.8179 
-0.2577 3.2015 "1.5426 " o l ^ 0.1639 " O J ^ 0.9898 " o l ^ - 1 . 3 0 3 9 -0.0558 1.376T 2.0970 T T W 
0.8998 -0.8845 0.2039 2.2173 TOOOT" 1.2341" 2.4399 -1.9099 1.5297 了0.4308 1.854?" 1.1437 
-1.7170 -0.6705 0.5862 L e ^ O m ^ J ^ l ^ -0-3207 T 2 0 ^ -0.0973 1.1855 
-2.7608 0.0817 i i i i l I^：?^ i：?!^ ^^^^^ ^ ^ ^ ^ 
-0.5012 
0.4727"“1.2406 0.5588 2.3528 "0901^-2.1801 0.2404 — T2884 0.5858 -0.4135 0.6875 
0.4001 -0.0097 0.5598 ^ ^ ^ ^^^^^^ 
•：0：94^  0.3493 ^^^^^ ^ i i l l ^iZHL ^ ^^^^^ 
0.4699 
^:0l842 1.1422 
-2.0329 1.5172 l i ^ M E ^^^^^ i ： ! ^ 
.0.9556 0.4524 1.2064 jj^ogo ^3124" 0.3770 1.6229 -1.4776 
"0517^ 0.5202 1.4668 -O^S^OA^ O.MI 了0.6068 1.207?" ^2869^Tm^ 
' O l m 1.5279 1.9370 ^0.0260 1.0743 -1.6738 J j O j ^ T s g f 
" O O ^ 0.6296 
0.4365 -2.1880 '^HM -0.8704 -08704 “ 0-674^ 0.2449 丁.8159 -1.2005 
A^；；；^  0 2657 -0.0047 l . S s T 1.2330 0.4004 0.4868 0.6392 "0：61^ 0.0229 0 .54if 0.0240 0.0294 0.8627 
r i ^ 1 0554 1.2822 U ^ S 1.0792 1.8600 1.2273 1. Llg2g_ i d g g j 
t-value 0.6522 |-0.0198| 4J881 2,2519 L6594 1.1703 23291 3,5782 0.0542 L7413 0.0513 0.0529 
* Shaded means that the null hypothesis is rejected 
Table 3 Student's t Test of the Pre-Holiday Return of Individual Holidays 
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“Holiday T(+ve) T(-ve) Count 
-1 57 34 13 
1 95 115 — 20 
— 2 ~ ~ 2 1 0 0 20 — 
3 "“ 181 2 9 — 2 0 
4 ~ 150 60 2 0 
5 一 1 6 1 4 9 2 0 — 
6 - 161 4 9 2 0 
7 2 9 — 7 8 
— 8 19 — 17 8 
9 147 63 — 20 
10 133 77 — 20 
— 1 1 149 61 — 20 — 
12 一 184 — 26 2 0 
"^Shaded means that the null hypothesis is rejected 
Table 4 Wilcoxon Signed-Rank test of pre-holiday returns for all individual holidays 
The null hypothesis is rejected for most holidays. It means that most holidays 
show significant higher return on the days just before the holidays. The results from 
both Wilcoxon Signed-rank and Student's t test are consistent to each other. Only the 
results for holiday "The Queen's Birthday" and "Chung Yeung Festival" are different 
for the t w o tests and this m a y be the result of the difference in assumptions a n d power 
of the two tests. 
Table 3 shows that the pre-holiday returns for the Lunar New Year, Easter a n d 
Christmas holiday are significantly higher than the returns o n other pre-holiday 
trading days. 
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Returns On Pre-Holiday Trading Day vs. Returns On Three Days Before 
Holiday 
When equation (2) is used for calculating the data for the variable and the data 
are tested with Wilcoxon Signed-Rank Test and Student's t Test. The results are 
tabulated in Table 5 and Table 6. 
Holiday t-value d.f. Holiday T(+ve) T(-ve) Count 
-1 • 0.355186 _ 12 -1 ~ 5 0 41 13 
1 ‘ -1.12176 ‘ 19 1 67 143 一： 2 0 
2 - 1.853203 19 2 151 59 I 20 
3 1.617591 “ 19 3 159 51 2Q 
4 “ 0.432746 19 4 ~ 1 7 93 20 
5 “ 1.076445 19 5 148 62 ： 2 0 
6 “ 0.974903 ~ 1 9 ~ 6 ~139 71 “ 20 
7 “ 0.258871 7 7 20 16 8 
8 0.836903 一 7 8 26 10 8 
9 0.908537 19 9 135 75 — 20 
10 • 0.860427 • 19 10 ""“fSS 72 “ 20 
11 “ 0.504461 ~ 1 9 1 1 137 73 “ 20 
12 0.225767 1 9 1 2 122 | 88 | 20 
* Shaded means that the null * Shaded means that the null 
hypothesis is rejected hypothesis is rejected 
Table 5 Student's t Test Table 6 Wilcoxon Signed-Rank Test 
The results show that there is not enough evidence to reject the null hypothesis 
for most holidays. This means that the returns do not tend to rise or drop suddenly on 
the day just before the holiday. The result got from Wilcoxon Signed-Rank test is 
almost the same as that from Student's t test. 
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The Post-Holiday Effect Of Individual Holiday 
Equation (3) is used for calculating the data for the variable and tested with 
both Wilcoxon Signed-Rank and Student's t Tests. No effect can be concluded and the 
results are tabulated in Table 7 and Table 8. The null hypothesis is not rejected 
means that the returns will not go down immediately after the holiday although there 
is a rise before the holidays. Therefore, it can be concluded that the holiday effect 
tends to occur on the days just before the holidays. 
Holiday t-value d.f. Holiday T(+ve) T(-ve) Count 
-1 ""TT41754 1 2 ~ -1 ~ 5 6 35 13 
1 “ -0.34233 19 1 108 20 
2 1.071921 19 2 136 74 20 
3 ~ Q ? 7 3 3 2 0 7 ~ 1 9 ~ 3 ~ L 3 9 71 2 0 
4 0.346299 19 4 104 106 20 
5 4.337353 _ _ _ _ _ _ 5 17 _ _ _ _ _ _ 
6 0.305347 19 6 96 114 20 
7 -0.07239 7 7 18 18 8 
8 -1.67023 7 8 7 29 8 
9 1.409094 19 128 82 20 
10 -1.97036 19 10 62 148 20 
n 0.022394 19 n 94 20 
12 1.023413 19 12 137 | 73 | 20 
* Shaded means that the null hypothesis is * Shaded means that the null 
rejected hypothesis is rejected 
Table 7 Student's t Test Table 8 Wilcoxon Signed-Rank Test 
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Christmas-New Year Holiday Effect 
For the Christmas _ New Year holiday period, it shows significant holiday 
effect when analyzing the average returns of two days before Christmas and New 
Year holiday. The result of Student's t test for the average returns is tabulated in Table 
9. 
2-day before after X,mas and 2 day before 2 day after New 
X*mas 2 day before New Year Year 
New Year 
H m I t ^ -0.1300 1.5900 
0.8300 -0.1700 0.8700 -0.3900 
-0.6200 0.0700 -0.2800 -1.9600 
1.2600 -1.5000 -0.8200 0.1000 
0.9400 -0.0800 2.3500 -0.9700 
3.7700 -1.2100 1.0000 4.2000 
0 . 8 3 0 0 1 . 3 5 0 0 - 0 . 2 5 0 0 - 0 . 6 7 0 0 
1.0900 0.7700 0.4900 -1.4300 
0.5700 0.7900 0.0500 0.1400 
0.9500 -2.4800 0.9900 1.4800 
-0.0700 0.7500 0.6400 1.1000 
0.4100 1.1300 0.3100 -0.3100 
2.2300 -1.6300 0.0400 2.2000 
0.4500 1.5000 -0.1700 0.9200 
0.9200 0.2800 -1.5900 0.3900 
-0.2800 0.1900 -0.6900 -0.3300 
0.6000 1.0400 0.7200 0.1100 
1.3600 0.0400 0.6300 0.3400 
1.5400 1.8800 1.9100 1.3100 
-0.1200 -0.5300 -0.4700 -2.1200 
average _ 0.9000 一 0.2465 “ 0.2800 _ 0.2850 
~ ^ 0 . 9 5 4 9 — 1.2772 0.9202 1.4830 
T^；^!^^ 42149 0.8631 1.360S 0.8595 
* Shaded means that the null hypothesis is rejected 
Table 9 Christmas - New Year Period Return 
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For the interval two-day before Christmas and New Year, t-value are 4.2149 
and 1 . 3 6 0 8 respectively. Therefore the null hypothesis (HQ： |X=0) is rejected. 
Although significant holiday effect before Christmas and New Year can be observed, 
we can see that the effect for Pre-Christmas is much more significant than that for Pre-
New Year. Actually, if we look at the average return on the day prior to the New Year 
holiday, the value is -0.0047%. 
The Relationship Between Length Of Holiday And Market Performance 
The result in Table 10 shows that the pre-holiday returns for the Lunar New 
Year, Easter and Christmas holiday are relatively higher than the pre-holiday returns 
of other holidays. These three holidays have a common characteristics that they have 
relatively longer holidays (three or more days) than other holidays which lead us to 
investigate the relationship between length of holiday and the market performance. 
The daily returns of the Hang Seng Index are categorized according to the length of 
holidays. The data is tabulated in Appendix II and the result of ANOVA is tabulated 
in Table 10. 
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SUMMARY 
Groups Count Sum Average Variance 
Column 1 ~ 5 0 ~ 20.1072 0.402144 1270768 
Column 2 ~ 2 3 ~ -0.1736 -0.00755 4933577 
Column 3 ~ 48.4751" 0.484751 1.908513 
Column 4 ~ ^ ~ 42.9981 0.97723 T002416 
— C o l u m n 5 12 6.5532 0.5461 
ANOVA 
'Source of Variation SS ^f \ ^^ F P-value Fcrit" 
Between G r o u ^ 16.42109 4 4.105273 1.5148871 0.19873 11.970122 
Within Groups 607.0296 224 “ 2.709954 
Total 623.45071 228 
Table 10 ANOVA - Relationship Between Length Of Holiday And Market 
Performance 
As shown in Table 10, the F value for the observations is 1.5149 where the 
critical F value is 1.9701. Therefore, the null hypothesis cannot be rejected. It means 
that there is no variation between the sample means. So, there is no relation between 
length of holiday and market return. 
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FURTHER ANALYSIS OF RESULT 
The statistical calculations reveal that there exists a "Pre-Holiday Effect" in 
the Hong Kong stock market such that significant high returns are found on the 
trading days prior to holidays. However, no special or consistent return pattern can be 
observed on the post-holiday trading days. In addition, we do not find any 
relationship between the level of returns and the length of the holidays. 
The results are consistent with the findings reported in the literature that 
similar anomaly does exists in other stock markets. Moreover, the consistent results 
from both the parametric and non-parametric tests can further enhanced the 
creditability of the results. 
However, to further confirm the existence of the "Pre-Holiday Effect”，we 
have to answer two more questions: i) Is the "Pre-Holiday Effect" a manifestation of 
other anomalies ？ ii) Does the effect continue for the whole test period ？ 
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Is the "Pre-Holidflv Effect" a manifestation of other anomalies ？ 
X 
Obviously, the occurrence of holiday is one kind of seasonality as a particular 
holiday always falls on a particular date, a particular day-of-week or a particular 
month. Therefore, it is possible that "Pre-Holiday Effect" is only a manifestation of 
other anomalies. That is, the abnormal high returns on pre-holiday trading days are 
not induced by the holidays but by other market anomalies. Therefore, it is necessary 
to investigate the relationship between the "Pre-Holiday' Effect" and other market 
anomalies. 
Not A "January Effect" 
"January Effect" is one of the most well known market anomaly. Many 
researches reveal that the stock return in January is much higher than the other months 
of a year and this anomaly has been discovered to exist in many countries. 
Since the New Year Holiday marks the beginning of January and the 
Christmas Holiday falls at the end of December (again very close to January), the pre-
holiday return of these two holidays are with the highest probability to be affected by 
the "January Effect" if it does exists. 
To investigate the effect of the "January Effect" on the pre-holiday return 
pattern, three scenarios are created for further analysis. The methodology follows 
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exactly the way we study the general pre-holiday effect as shown in Table 1 but we 
vary some of the pre-holiday return data. 
In the first scenario, all the returns on the trading days prior to the New Year 
Holiday are eliminated from the pool of "Pre-Holiday Return". The pool of pre-
holiday returns are then compared with the returns on other trading days and the 
result is shown in Table 11. The t-value of 4.0814 means that even without the 
returns of the trading days prior to New Year Holiday, we can still find the returns on 
pre-holiday trading days to be significant higher than other trading days. 
II ~ A v e r a g e ^ Count | 
Pre-Holiday Return 1.6933 ^ 
(Excluding New-Year Holiday) 
Other Days* Return 0.0800 1.6800 4715 
“ Sp 二 1.6806 t = 4.0814 
Table 11 Pre-Holiday Effect (excluding Pre-New Year Returns) 
Roll (1983) reports that the "January Effect" actually start at the last trading 
day in December. Therefore, the second scenario is to exclude the trading days prior 
to the Christmas holidays rather than the New Year Holiday. The results are shown in 
Table 12. Again, the t-value of 3.3817 means that the "Pre-Holiday Effect" still exists 
even though the pre-Christmas returns are eliminated. 
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II Average s ^ Count 
Pre-Holiday Return 04819 1.7046 ^ 
(Excluding Christmas Holiday) 
Other Days' Return O ^ 1.6800 m S 
Sp = 1.6810 t = 3.3817 
Table 12 Pre-Holiday Effect (excluding Pre-Christmas Returns) 
The third scenario is to eliminate the returns on trading days prior to both the 
New Year Holiday and the Christmas Holiday. The results in Table 13 again reveal 
the existence of the "Pre-Holiday Effect". 
I  Average s.d. Count 
Pre-Holiday Return 0.5333 1.7534 
(Excluding New-Year and 
Christmas Holiday) 
Other Days' Return 0.0800 1.6800 47T5 
I Sp = 1.6829 t = 3.6313 
Table 13 Pre-Holiday Effect (excluding both Pre-Christmas and Pre-New Year 
Returns) 
With the three scenarios, it is very clear that the significant high pre-holiday 
return is not induced by the "January Effect". 
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Not a "Week-End Effect" 
Table 14 shows a day-of-the-week distribution of the first day of all the 
holidays. In Hong Kong, the stock market closes on Saturday and Sunday. If a 
holiday falls on Monday, that means that the market will be closed since the Saturday 
prior to the holiday. In this case, the weekend is also included in the holiday and so 
we define such a holiday to start on Saturday. Therefore, there is no holiday to start 
on Monday. For similar reason, there is no holiday to start on Sunday. 
I Holiday Mon Tue Wed Thur Frl ^ Sun 1  
0 i 4 i 4 3 0 
1 0 3 1 3 3 9 0 
2 0 3 2 5 3 7 0 
3 0 0 0 0 20 0 0 
4 0 i 3 2 5 9 0 
5 0 0 2 i 1 16 0 
6 0 2 4 2 2 10 0 ~ 
7 " 0 2 i 2 i 2 0 ~ 
8 0 0 0 0 0 8 0 ~ 
9 0 0 0 0 0 20 0 
T o 0 i 3 4 3 9 ~ 
T l 0 " 1 3 i 4 9 0 ~ 
12 "0 3 2 3 3 9 0 ~ 
T ^ 1 9 26 24 49 iTl 0 
Table 14 Detailed Day-of-the-Week Distribution of the "First" day of all Hong Kong 
Holidays 
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Table 15 gives us a picture about the overall day-of-the-week distribution of 
the first-day of the holidays. It is very clear that the first-day of the holidays are not 
evenly distributed among the seven weekdays and about 50% of all the holidays begin 
on Saturday. 50% of the holidays start on Saturday implies that 50% of all the pre-
holidays returns come from the returns on Friday. 
Day of the week Observations % I 
Monday 0 0 
Tuesday 19 8.296943 
Wednesday 26 11.35371~ 
Thursday 24 10.48035~ 
F r i d ^ 49 21.39738 
Saturday i l l 48 .47162~ 
Sunday 0 0 
T ^ 229 100 
Table 15 Summary of the Day-of-the-Week distribution of the "First" day 
of all Hong Kong Holidays 
Many literature have already reported the existence of "Weekend Effect" in 
many countries. As we have about 50% of pre-holiday returns come from the returns 
on Friday, the results are potentially contaminated by the "Week-End Effect" • 
To study the relationship between the "Week-End Effect" and the high pre-
holiday return, the same methodology as shown in Table 1 is adopted but all the pre-
holiday returns on Friday are excluded. The result of the test is summarized in Table 
16. Since more than 48% of pre-holiday returns fall on Friday, we can see that the 
value of "Count" drop drastically from 229 to 118. 
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Average s.d. Count 
I Pre-Holiday Return 06900 1.7200 m 
I (Excluding All Friday Returns) 
Other Days* Return 1.6800 4715 | 
Sp = 1.6810 t = 3.8935 
Table 16 Pre-Holiday Effect (excluding all Friday returns) 
The t-value of 3.8935 means that the pre-holiday returns are still significantly 
higher than the returns on other trading days even without those Friday pre-holiday 
returns. So, we can conclude that the "Pre-Holiday Effect" is not a manifestation of 
the "Week-End Effect". 
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Existence of the effect across the whole test period 
To investigate the strength of the "Pre-Holiday Effect" across the whole test 
period from January 1, 75 to January 3, 95, the period is partitioned into two parts: i) 
January 1, 75 - January 15，85 and ii) January 16，85 - January 3，95. The test of 
Table 1 is again repeated and the results are summarized in Table 17 and Table 18. 
Priod 1/1/75 -1/15/85 “ A v e r a g e s A . Count I 
e-Holiday Return o l m 1.9400 Vn 
Other Days» Return 0.0700 1.8300 T m 
“ Sp = 1.8355 t = 3.5203 
Table 17 Pre-Holiday Effect for the period January 1，75 - January 15，85 
I  Period 1/16/85 -1/3/95 “ A v e r a g e ^ Count 
Pre-Holiday Return 0.3500 1.2200 
Other Days' Return 0.0900 1.5100 2364 
Sp = 1.4987 t = 1.7552 
Table 18 Pre-Holiday Effect for the period January 16,85- January 3, 95 
For the first period (January 1, 75 - January 15, 85), the t-value of 3.5203 
means that the "Pre-Holiday Effect" is very strong such that we can reject the 
hypothesis at the significance level of 0.001. For the second period, the t-value of 
1 7552 (reject at 0.1 significance level) also implies the existence of the "Pre-Holiday 
Effect". However, the effect in the same period may not be as strong as in the first 
period. 
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From this analysis, we cannot conclude whether the "Pre-Holiday Effect" will 
continue or fade out slowly in the future with straight confidence. 
The result of the post-holiday return pattern in the two sub test period is very 
interesting as they are going in the reverse direction of the pre-holiday effect. In the 
first test period (Table 19), the t-value of-0.2937 means that no special pattern exists. 
However, in the second period (Table 20), the t-value is 1.1145. Although we still 
cannot conclude the existence of any post-holiday return pattern in the second period 
at the significance level of 0.1, it is very close to it (we can reject the null hypothesis 
ift-value> 1.29). 
II Period 1/1/75 -1/15/85 ” Average ^ Count | 
Post-Holiday Return 00500 2.3900 ' m 
Other Days’ Return 0.1000 1.8000 ^ 
‘ Sp = 1.8333 t =-0.2937 
Table 19 Post-Holiday Effect for the period January 1, 75 - January 15, 85 
i Period 1/16/85 -1/3/95 “ A v e r a g e ^ Count， 
Post-Holiday Return 0.2700 1 - 5 3 0 0 1 0 1 | 
Other Days' Return 0.1000 2364 [ 
Sp = 1.50123 t = 1.1145 




For the tested period of 20 years from 1st January 1975 to 3rd January 1995, 
the daily returns for those trading days prior to holidays are found to be significantly 
and consistently higher than other trading days. > Both parametric and non-parametric 
tests are used throughout the research and both tests give very consistent results. 
Since each test has its strengths and weaknesses, consistent results from both tests can 
greatly enhanced the creditability of the results. 
Among the thirteen holidays studied, the pre-holiday returns for the Lunar 
New Year, Easter and Christmas holiday which have relatively longer holidays are 
relatively higher than other pre-holiday returns. However, no relationship between the 
length of holiday and the pre-holiday return can be concluded from statistical analysis. 
Detailed analysis have been performed to investigate the relationship between 
the "Pre-Holiday Effect" and other market anomalies. In this report, we conclude that 
the "Pre-Holiday Effect" is NOT a manifestation of the "Weekend Effect" or the 
"January Effect". 
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Partitioning the test period into two parts prove that the "Pre-Holiday Effect" 
exists throughout the whole 20-year test period. However, the effect in the second 
sub-period is found to be less significant than the first sub-period. 
The findings reported in this paper is consistent with the results reported by 
many other researchers. Although, there is no definite explanation for such anomaly, 
the findings may be able to give the investors some insight in formulating their 
investment strategies. However, many literature report that some market anomalies 
tend to disappear gradually and our result of less significant effect in the second sub-





LIST OF GENERAL HOLIDAYS IN HONG KONG 
一 Holiday Remarks 
1 The first week-day in January (New Year Holiday) 
2 Lunar New Year's Day (Chinese New Year Holiday) Lunar Calendar : 1 Jan. 
The second day of Lunar New Year 
The third day of Lunar New Year 
""T" The day following Good Friday Always last from Saturday 
Easter Monday to Monday. 
" T " The day following Ching Ming Festival Varies every year. 
~ 5 ~ The Birthday of Her Majesty the Queen Before 1983, the holiday 
The Monday following the Queen's Birthday (Since 1983) was fixed at 21 April. From 
1983 onwards, the holiday 
was fixed to fall on 
Saturday and the Monday 
following it. 
~ i r " Tuen Ng (Dragon Boat) Festival Lunar Calendar : 5 May 
The first week-day in July Waived since 1983 
The first Monday in August Waived since 1983 
" T " The last Monday in August (Liberation Day) Always on Monday 
The second day following the Chinese Mid-Autumn Lunar Calendar: 16 Aug. 
Festival 
" U " Chung Yeung Festival Lunar Calendar : 9 Sept. 
12 Christmas Day 
The first week-day after Christmas Day 
丁 Floating Holidays “ Announced by the 
government every year. 
* Since the date of the Chinese holidays follow the Lunar Calendar, there is no fixed 
date (western calendar) for each holiday. In addition, the sequence of the holidays 




LENGTH OF HOLIDAY VS. MARKET RETURN 
Length of 
Holiday 
1 I 2 I 3 I 4 I 5 
T s ^ " “ 0 . 8 9 9 8 1.038^* 1.5426 
1.4237 "02643 -1.7170 -1.3039 T o T ^ 1.7943 
-0.2577 " ^ 8 1 7 -2.7608" -1.9099 T.9372 0.5598" 
0.4727 0.0926 -0.5012" 1.2034 0.2039 1.142?" 
0.4001 TT445" -0.9481" -0.2623 "0.5862 1.517^ 
2.4615 -0.1762 1.735^ 1.3709 
"3.2015 0 . 7 4 ^ -0.3257 0.6342 0.5588 0.4411 — 
-0.8845 -5.3360 -0.9158 1.3935 0 . 8 ^ 0.5951 
1.2406 " ^ 2 9 3 -0.6705 -0.7488 1.1585 -2.188^ 
一 - 0 . 0 0 9 7 T y r j ^ -0.2520 -0.0558 0.4524 1.3709" 
0 . 3 4 9 3 2 . 0 ^ 0 . 4 6 9 9 1 .5297 " O L W 0 .5951 
=0.9556 Q.91QT" -0.1842 -0.0973 0.629^ -2.1880 
""0：5176 1.5167" -2.0329 X2459 0.4365 • 
1 . 4 9 7 9 1 . 3 7 6 ^ 0.8138 -0.0112 1 0 . 6 8疋 
"0.0288 -0.0610 0.2884 -0.1627 — 
-1.6738" 5.8981 -0.1130 0.4836 “ 
0.9014 T ^ B T 0.2068 0.2406 O . t M " 
" O T ^ -1.8462 1.5279 1 7 9 2 8 0.1096 • 
_二0.0530 T T T ^ 1.2600 -2.2227 -0.625r 
T.1857 0.6875" -0.5673 0.7083 1.6394" 
1.3261 0.7774 2.2173 1.6229 1.6543 一 
1.1113 "^0607^ 0.0149 -0.6068 T h ^ 
0.0728 "-0.3490 1.020^ 
"0：98^ ^0.531Q 0.6748 " O A I W 
T 2 3 4 r -0.0780 2.4753 1.2064 — 
~ 2 A 6 ^ 1.8841 -2.8557 1.4668 — 
I^HM^ Z H Z 
3.4865 1.0004 -0.0046 "a0637 ~ 
0.2270 I 
T H ^ 
-2.1801 0.7978 -0.8704 “ 
2.4399 0.7337 1.2077 0.1817" 
I q ^ W F _1.3720 "1.6554 -0.8704 
"0/722^ 0.2495 -0.7007 0.8191 = 
T 6 9 4 ^ 0.1021 -0.2100" 1.0085 — 
" 0 3 3 ^ " ~ 0.3124 2.0970 -0.8015 — 
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1 .4308 丨 I-0.1282 I 1.8547 1.8179 
1.4906 — 0.0826" -0.0576 T.1437 "“ 
0.5858 一 0.3978 O ^ i s T 0.4331 
0.7600 0.2404 0.3685 "OSTSJ" 
-1.4776 _ 1 . 2 3 0 7 " 0 . 8 2 1 9 0 . 5 2 4 5 — 
0.2449 -0.9956 0.2893 T s ^ 
0.6098 0.3770 1.2046 "^".2005 — 
-9.6890 — -0.0260" 0.5008 — 
-0.4135 0.3355 1.0364 
1.5958 0.4938" 0.8587 一 
-0.1215 -0.3977" 2.3014 — 
0.2869 0.7482" 2.3321 ~ — 




CONSTITUENT STOCKS OF HANG SENG INDEX 
I.D. I Company I.D. Company 
0 0 ^ Cheung Kong (Holdings) Ltd. 0019 Swire Pacific Ltd. "A" 
0 0 ^ China Light and Power Co. L t d . 0 0 2 0 Wheelock And Co. Ltd. 
OOOT The Hong Kong and China Gas Co. Ltd. 0023 The Bank of East Asia, Ltd. 
0 0 ^ The Wharf (Holdings) Ltd. 0041 Great Eagle Holdings Ltd. 
0005 HSBC Holdings pic 0044 Hong Kong Aircraft Engineering 
Co. Ltd. 
"OOO^ Hongkong Electric (Holdings) Ltd. 0045 The Hongkong and Shanghai 
Hotels, Ltd. 
0008 Hong Kong Telecommunications Ltd. 0054 Hopewell Holdings Ltd. 
0010 Hang Lung Development Co. Ltd. 0069 Shangri-La Asia Ltd. 
0011 Hang Seng Bank L t d . ‘ 0071 Miramar Hotel and Investment Co. 
Ltd. 
0012 Henderson Land Development Co. L t d . 0 0 8 3 Sino Land Co. Ltd. 
" m T Hutchison Whampoa Ltd. 0098 Winsor Industrial Corporation Ltd. 
"OOlT Hysan Development Co. Ltd. 0101 Amoy Properties Ltd. 
" O O T T S u n H u n g Kai Properties Ltd. 0179 Johnson Electric Holdings Ltd. 
"OorT New World Development Co. Ltd. 0191 Lai Sun Garment (International) 
Ltd. 
~oT7¥ G u a n g d o n g Investment Ltd. 0242 Shun Tak Holdings Ltd. 
" O ^ Dairy Farm International Holdings L t d . 0 2 6 7 CITIC Pacific Ltd. 
"OSST South China Morning Post (Holdings) 0293 Cathay Pacific Airways Ltd. 
Ltd. 
0511 Television Broadcast Ltd. 
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